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THE  WHITE  HOUSE 
WASHINGTON 


I believe  you  will  be  interested 
in  the  attached  report  from  Secretary 
McNamara.  It  provides  an  assessment 
of  the  first  five  years  of  operation  of 
the  Defense  Department's  Cost  Reduction 
Program,  savings  from  which  now 
exceed  $14  billion.  I am  particularly 
encouraged  that  savings  of  $4.  5 billion 
were  realized  in  FY  1966  despite  the 
extraordinary  demands  of  the  Vietnam 
conflict.  This  confirms  my  belief  that 
we  can  have  both  combat  readiness  and 
economy  in  Defense. 
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Press  Conference,  July  11,  1966,  The  Pentagon,  Washington,  D.C. 


THE  SECRETARY  OF  DEFENSE 
WASHINGTON 

8 July  1966 

MEMORANDUM  FOR  THE  PRESIDENT 


SUBJECT : Department  of  Defense  Cost  Reduction  Program — Fourth  Annual 
Progress  Report 

Four  years  ago,  on  July  5,  1962,  I reported  to  President  Kennedy  on  the  progress 
made  by  the  Defense  Department  since  January  1961  in  improving  operating  effi- 
ciency and  reducing  costs,  and  on  our  goals  for  the  future.  Now,  with  the  completion 
of  the  fifth  year  of  operation  under  this  program,  I can  report  to  you  that  notwith- 
standing the  extraordinary  demands  of  our  military  operations  in  Southeast  Asia: 

• Savings  of  $4. 5 billion  were  realized  during  FY  1 966  through  efficiency  improve- 
ments— $400  million  more  than  estimated. 

• Savings  of  $6.1  billion  a year  by  FT  1969  and  each  year  thereafter  have  again  been  set 
as  our  long  range  goal — unchanged  from  last  year. 

As  shown  on  the  chart  below,  actual  accomplishments  in  each  year  have  far 
exceeded  the  original  goals  announced  in  July  1962.  Cumulative  savings  over  the 
five  year  period  now  exceed  $14  billion. 

The  savings  in  FY  1966  were  achieved  at  the  same  time  we  were  building  up  a 
military  force  of  about  350,000  men  in  Southeast  Asia,  some  10,000  miles  from  our 
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shores,  and  providing  the  facilities,  weapons,  ammunition,  equipment  and  supplies 
required  to  support  them  in  combat.  During  the  last  twelve  months  our  military 
effort  in  Southeast  Asia  has  been  increased  by: 

• 240%  in  the  number  of  military  personnel  deployed 

• 480%  in  the  number  of  combat  maneuver  battalions 

• 235%  in  the  number  of  helicopters 

• 1 10%  in  the  number  of  land-based  attack  aircraft 

• 70%  in  the  number  of  naval  vessels  in  offshore  waters 

• 145%  in  air  ordnance  expended 

• 3 1 0%  in  the  capacity  of  the  ports 

• 240%  in  the  volume  of  dry  cargo  delivered  by  ship 

• 1 70%  in  the  tonnage  delivered  by  aircraft 

During  the  same  period  we  have  greatly  expanded  our  production  of  the  ammu- 
nition, equipment  and  supplies  required  by  our  forces  in  Southeast  Asia.  From 
June  1965  to  June  1966,  production  has  been  increased  by: 

• 15%  in  fixed-wing  aircraft 

• 60%  in  helicopters 

• 2,100%  in  aluminum  airfield  matting 

• 1,300%  in  air  delivered  munitions 

• 160%  in  ground  delivered  munitions 

• 6,700%  in  tropical  uniforms 
All  of  this  has  been  accomplished: 

• Without  imposing  the  usual  wartime  controls  on  wages,  prices,  and  civilian 
production  and  consumption 

• Without  calling  up  the  Reserve  Forces 

• Without  imposing  wartime  tax  burdens,  and  while  holding  Defense  expendi- 
tures in  FY  1966  (as  a percent  of  GNP)  at  a level  lower  than  that  of  four  of  the 
past  five  years. 


THE  COST  REDUCTION  PROGRAM  IN  RETROSPECT 


With  five  years  of  experience  behind  us  and  with  the  “test  in  combat”  provided  by 
the  Vietnam  conflict,  I believe  this  to  be  a most  appropriate  time  to  assess  the  con- 
tribution of  the  Cost  Reduction  Program  to  the  more  effective  management  of  the 
Defense  effort. 

To  obtain  an  independent,  outside  assessment  of  the  true  savings  to  the  nation 
produced  by  the  Program  and  to  recommend  further  improvements  in  its  operation,  a 
leading  firm  of  public  accountants,  Touche,  Ross,  Bailey  and  Smart,  was  engaged. 
Their  principal  conclusions  are: 

1.  That  the  rules  established  by  the  Defense  Department  to  assess  the  savings 
resulting  from  cost  reduction  actions  “have  been  logical  and  reasonable.” 

2.  That  the  reporting  system  which  applies  these  rules  to  the  classification,  valida- 
tion and  summarization  of  the  cost  reduction  actions  “has  produced  a reasonable 
overall  monetary  expression  of  savings  achieved  under  the  Program.”* 

*With  regard  to  the  validation  of  the  cost  savings,  the  accounting  firm  believes  that  the  program 
has  matured  to  a point  where  the  scope  and  intensity  of  the  Defense  Department’s  audit  of  smaller 
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3.  That  the  Program  “has  achieved  the  purpose  intended.” 

In  short,  Touche,  Ross,  Bailey  and  Smart  believe  that  the  Cost  Reduction  Program 
is  stimulating  economy  and  efficiency  throughout  the  Defense  Establishment.  It  is  a 
belief  I share. 

When  appraising  both  the  need  for  and  accomplishments  of  the  Cost  Reduction 
Program,  we  should  bear  in  mind  that  the  primary  responsibility  of  the  Defense  De- 
partment is  to  be  ready  for  combat.  Therefore,  it  is  to  be  expected  that  in  making 
day  to  day  decisions,  we  will  normally  tend  to  err  on  the  side  of  surpluses  rather  than 
shortages.  Thus,  without  some  offsetting  incentive  for  economy,  we  would  always 
be  confronted  with  a pervasive  tendency  to  overstate  requirements,  to  hoard  supplies 
and  manpower,  to  pyramid  “safety  stocks”  at  successive  management  echelons,  to 
establish  standards  without  regard  to  cost,  and,  in  general,  to  stick  with  the  “tried 
and  true”  rather  than  risk  innovation.  Certainly,  we  want  to  be  sure  that  we  have 
everything  we  need  to  maintain  our  combat  readiness.  But  there  is  absolutely  nothing 
to  be  gained,  and  indeed  much  to  be  lost,  by  acquiring  more  than  we  need. 

The  tendency  to  over-finance  and  over-order  is  especially  prevalent  when  our 
forces  are  actually  engaged  in  combat.  We  came  out  of  the  Korean  War,  for  exam- 
ple, with  about  $12  billion  of  surplus  stocks  on  hand — we  hope  to  avoid  a similar 
waste  of  national  resources  during  the  Vietnamese  conflict.  The  over-funding  in 
certain  areas  during  the  Korean  War  was  startling.  In  June  1953  the  Defense  De- 
partment reported  to  the  Senate  Appropriations  Committee  that  a total  of  $12.7 
billion  had  been  programmed  for  Air  Force  aircraft  spare  parts  for  the  four  fiscal 
years,  1951-1954  compared  with  actual  and  projected  consumption  in  those  years  of 
only  $1.7  billion,  and  an  inventory  requirement  of  only  $1.5  billion.  This  is  the  kind 
of  pitfall  we  are  seeking  to  avoid  in  the  current  military  build-up. 

Of  course,  whenever  the  level  of  operations  rises,  as  it  does  when  our  forces  engage 
in  combat,  an  increase  in  Defense  expenditures  will  be  required.  This  in  no  way 
invalidates  savings  previously  made  under  the  Cost  Reduction  Program,  which  is 
designed  to  achieve  maximum  operating  efficiency  at  any  level  of  operation.  Our 
objective  in  peacetime  is  to  achieve  a sound  logistics  base  which  can  be  expanded 
quickly  in  time  of  war.  Our  requirements  for  ammunition  and  other  consumables, 
for  example,  are  computed  on  the  assumption  that  production  will  immediately  be 
increased  when  our  forces  are  committed  to  combat.  In  other  words,  we  stock  only 
enough  to  meet  our  normal  peacetime  needs  plus  the  amount  required  to  tide  us 
over  in  wartime  until  production  can  catch  up  with  consumption.  Thus,  even 
though  our  munitions  inventories  amounted  to  some  $8  or  $9  billion  when  the 
tempo  of  the  Vietnam  conflict  suddenly  increased  a year  ago,  we  had  to  add  $3.1 
billion  for  ammunition  to  the  FY  1966  Budget,  making  a total  of  about  $4.2  billion — 
and  another  $3.7  billion  for  ammunition  was  included  in  the  FY  1967  Budget. 

With  regard  to  spare  parts,  obviously  consumption  is  greatly  increased  by  combat 
operations.  Weapons  and  equipment  are  used  much  more  intensively,  requiring 

transactions  could  be  reduced,  and  I would  tend  to  agree.  From  the  very  inception  of  this  program, 
I have  insisted  on  an  independent  audit  of  the  savings  to  ensure  that  they  are  bona  fide.  This  is 
simply  good  business  practice ; no  manager  should  report  on  his  own  performance  without  some  form 
of  independent  verification.  Originally,  I invited  the  General  Accounting  Office  to  undertake  this 
auditing  task,  but  for  understandable  reasons  the  Comptroller  General  thought  it  would  be  inap- 
propriate. I,  therefore,  assigned  the  job  to  the  Comptroller  of  the  Defense  Department  under  whose 
direction  some  200  man-years  are  devoted  annually  to  the  review  and  verification  of  the  quarterly 
savings  reports.  All  claims  of  savings  which  do  not  fully  meet  the  established  criteria  are  eliminated 
from  our  final  reports  to  you  and  to  the  public.  In  FY  1966,  about  40%  of  the  total  savings  claimed 
by  the  logistics  managers  were  rejected,  and  these  are  not  included  in  the  results  which  I am  now 
reporting. 
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more  frequent  overhaul;  some  are  damaged  by  enemy  action,  requiring  repair;  and 
in  the  case  of  Vietnam,  new,  very  long  supply  pipelines  have  to  be  established  and 
filled  to  assure  that  spare  parts  are  available  when  needed.  But  here  again,  all  we 
need  to  stock  in  peacetime  are  sufficient  spares  to  support  normal  operations  and 
the  initial  demands  of  combat  until  production  can  be  expanded  to  meet  the  higher 
rates  of  consumption.  Accordingly,  it  was  to  be  expected  that  we  would  add,  as  we 
did,  well  over  a billion  dollars  for  spares  to  our  FY  1966  Budget. 

My  own  conclusion  is  that,  even  with  hindsight,  we  could  not  have  significantly 
improved  on  the  overall  performance  of  the  Cost  Reduction  Program  during  the 
past  five  years.  Certainly,  some  mistakes  have  been  made.  In  a few  cases,  for 
example,  some  savings  may  well  have  been  reported  and  accepted  which,  in  retro- 
spect, should  not  have  been.  But  the  monetary  value  of  these  is  minor  indeed 
(probably  not  in  excess  of  3%  or  4%  of  the  cumulative  savings  of  $14  billion).  More- 
over, for  each  such  instance,  there  were  many  other  true  cost  reductions  which  were 
either  not  reported  at  all  or  not  accepted  by  the  auditors  because  of  a technicality 
such  as  insufficient  documentation.  Certainly,  there  is  room  for  improvement  in 
the  mechanics  of  the  program,  as  the  Touche,  Ross,  Bailey  and  Smart  report  points 
out.  But  the  fact  remains  that; 

• Of  the  862  “base  closure”  actions  taken  during  the  last  five  years — actions 
which  will  save  over  $1.4  billion  per  year — not  a single  one  has  had  to  be  re- 
versed, even  though  a total  of  nearly  540,000  military  and  civilian  personnel 
have  been  added  to  our  rolls  in  the  past  twelve  months. 

• The  percentage  of  contracts  awarded  on  the  basis  of  competition  continued 
to  increase  and  the  percentage  of  cost-plus-fixed-fee  contracts  continued  to 
decline  during  FY  1966,  despite  the  heavy  pressure  of  our  wartime  procurement. 

• Even  with  the  greatly  increased  workload  imposed  by  the  Vietnam  war,  the 
Defense  Supply  Agency  is  still  operating  with  13%  fewer  employees  than  its 
predecessor  agencies  in  1961. 


CONSOLIDATED  SOPPLY  MANAGEMENT 

DEFENSE  SUPPLY  AGENCY 


PRIORTODSA 

END 

REDUCTION 

(JAN  l<N>2) 

FY  1966 
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ITEMS  MANAGED  (THOUSANDS) 
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63 
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• Notwithstanding  the  extraordinary  demands  of  the  Vietnam  conflict,  continued 
progress  was  made  during  FY  1966;  in  the  use  of  excess  inventories  in  lieu  of 
new  procurement;  in  the  elimination  of  “goldplating”;  and  in  reducing  the 
number  of  different  items  in  our  inventories. 

• In  the  opinion  of  our  military  commanders,  no  military  force  in  this  century  has 
been  moved  so  far  so  fast,  has  been  as  well  supplied,  and  has  fought  as  effectively 
as  the  force  of  3.50,000  men,  1,800  fixed-wing  aircraft,  and  1,700  helicopters  which 
we  currently  have  deployed  in  Southeast  Asia.  And  this  has  been  achieved 
after  realizing,  during  the  past  five  years,  $14  billion  in  savings  from  the  Cost 
Reduction  Program  and  after  eliminating,  during  the  same  period,  almost  $60 
billion  from  the  budget  requests  of  the  Military  Services. 

• Our  cost  reduction  techniques  have  been  adopted  by  many  of  our  defense  con- 
tractors on  their  military  work,  and  are  now  being  applied  on  their  civilian  work 
as  well.  Indeed,  we  have  discovered  that  they  are  being  used  by  many  firms  not 
directly  connected  with  the  defense  program.  A recent  survey  by  the  Wall 
Street  Journal  found  that: 

“There’s  evidence  that  stepped-up  cost  reduction  efforts  among  Government 
contractors  are  spilling  over  into  the  civihan  economy  as  well.  A New  York 
management  consultant,  hired  by  a major  defense  contractor  to  establish  a cost 
reduction  program,  says  the  company  extended  the  system  to  commercial 
production  with  such  startling  results  that  non-defense  competitors  set  up  similar 
programs  to  avoid  being  under-sold  on  the  commercial  market.” 


THE  COST  REDUCTION  PROGRAM 
IN  FY  1966 


The  following  discussion  highlights  some  of  the  specific  actions  taken  and  the 
savings  achieved  during  the  past  year.  As  you  know,  the  many  individual  elements 
of  the  program  are  organized  around  three  basic  principles: 

1 . Buying  only  what  we  need  to  achieve  combat  readiness. 

2.  Buying  at  the  lowest  sound  price. 

3.  Reducing  operating  costs  through  the  termination  of  unnecessary  operations, 
standardization  and  consolidation. 

The  year’s  results  will  be  reported  in  the  same  categories. 
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I.  BUYING  ONLY 


WHAT  WE  NEED 


One  of  our  major  goals  has  been  to  improve  the  process  by  which  we  initially 
calculate  what,  when  and  how  much  we  need  to  buy.  How  well  we  perform  this 
task  not  only  bears  heavily  on  the  overall  cost  of  the  Defense  program  but  ultimately 
also  helps  to  determine  the  military  effectiveness  of  the  forces  we  support.  Savings 
in  this  area  in  FY  1966  are  estimated  at  $1.6  billion. 


A.  Refining  Requirements  Calculations 

In  the  case  of  major  weapons  and  equipment,  requirement  calculations  are  refined 
by  a continuing  series  of  program  reviews  and  analyses  which  seek  to  establish : sound 
wearout,  attrition  and  pipeline  factors;  the  proper  balance  between  stocks  on  hand 
and  post-D-Day  production  potential;  the  optimum  mix  of  various  types  of  items  in 
the  inventory;  etc. 

For  example: 

• A review  of  recent  experience  showed  that  the  5%  annual  replacement  factor 
planned  for  the  AN/GRC-50  tactical  radio  relay  unit  could  be  reduced  to 
2% — saving  $2,114,073. 


• RADIO  RELAY  SET  • 

FUNCTION  RADIO  SET,  USED  IN  THE  DIVISION,  CORPS  S.  ARMY  AREA  COMMUNICATIONS  SYSTEM 
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• A reexamination  of  ground  equipment  requirements  for  the  UH-1  helicopter 
revealed  that  two  sets  of  ground  handling  wheels  could  support  three  aircraft, 
instead  of  one  set  for  each  aircraft — saving  $500,000. 

For  the  literally  millions  of  secondary  items,  the  management  of  which  is  neces- 
sarily largely  decentralized,  we  have  sought  to  achieve  a more  precise  determination 
of  requirements  and  a more  rapid  response  to  the  user  through  the  extensive  use  of 
automatic  data  processing  equipment  and  specialized  logistics  communications 
systems,  and  through  the  continuous  revalidation  of  pipeline,  maintenance  and 
safety  factors.  For  example : 
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A new  computerized  method  for  estimating  the  amount  of  repair  parts  nedeed 
for  new  shipboard  equipment  made  possible  a more  precise  determination  of 
requirements — saving  $587,440. 


SUPPOflT  FOR  mw  8HIPB0RRD  EOUIPmEnTO 

ESTIMATING  DEMAND  FOR  REPAIR  PARTS  • NO  EXPERIENCE  DATA  AVAILABLE 


OLD  AAETHOD 


NEW  rAETHOu 
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• The  expeditious  return  of  unserviceable  fire  control  devices  for  the  SS-11 
missile  made  possible  a reduction  in  procurement — saving  $136,200. 


SIGHT  ASSEMBLY  GROUP 

FUNCTION  • FIRE  CONTROL  DEVICE  FOR  LAUNCHING  MISSILES  FROM  HELICOPTERS 
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, ANALYSIS  SHOWED  ITEM  COULD  BE  RETURNED  AND 
^ REPAIRED  ON  EXPEDITED  BASIS  WITHIN  REORDER  CYCLE. 

PROCUREMENT  QUANTITY  REDUCED  FROM  40  TO  28 

FYI966  SAVINGS 


UNIT  PRICE  *11,350 


tl56.200 


B.  Increased  Use  of  Excess  Inventories 

The  greatly  increased  demand  for  materiel  resulting  from  combat  operations  in 
Vietnam  has  significantly  expanded  the  opportunities  to  use  excess  equipment  and 
supplies  and  idle  production  tools  owned  by  the  Government.  The  computerized 
screening  procedures  installed  in  recent  years  have  helped  us  to  take  advantage  of 
these  opportunities  since  they  quickly  identify  requirements  which  can  be  satisfied  by 
idle  assets  in  lieu  of  new  procurement.  The  results  are  as  follows : 


Fiscal  Year 

Value  of  Long-Supply  Stocks 
Returned  to  Productive  Use 

Increase  Over 
FY  1961  Rate 

1961 

$ 956 

1962 

1,080 

$124 

1963 

1,120 

164 

1964 

1,287 

331 

1965 

1,451 

495 

1966  (Est.) 

1,535 

579 

Here  are  just  two  recent  examples  of  how  these  stocks  were  reutilized : 

1.  By  modifying  an  obsolete  155  mm  projectile  at  a unit  cost  of  $2.34,  the  Army 
avoided  procurement  of  some  270,000  new  projectiles  costing  $24.13  each — sav- 
ing $5,889,576. 

2.  By  dyeing  and  mildew  proofing  webbing  already  in  stock,  the  Defense  Supply 
Agency  was  able  to  meet  the  needs  of  a contractor  manufacturing  carrying  slings 
for  weapons  and  equipment — saving  $276,898. 


155mm  projectile 


WEBBING  FOR  LOAD  CARRYING  SLINGS 
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C.  Eliminating  Goldplating 

When  we  specify  costly  quality  or  performance  features  not  actually  required  for 
the  achievement  of  the  desired  military  effectiveness,  the  waste  is  truly  as  real  as  when 
excessive  quantities  are  purchased.  To  stimulate  efforts  to  eliminate  “goldplating”, 
our  contracts,  wherever  appropriate,  permit  the  producer  to  share  in  any  savings  that 
result.  Approved  contractor  proposals  rose  from  about  288  in  FY  1964  to  700  in 
FY  1965  and  in  FY  1966  are  estimated  at  over  1,000.  These  actions  not  only  produce 
substantial  savings,  but  also  often  contribute  directly  to  the  military  effectiveness  of 
our  weapons  and  equipment  by  improving  their  reliability  and  ease  of  maintenance. 
Three  recent  examples  follow : 


225-835  0-66—2 
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Unit  Cost 

Savings 

On  Recent 

Before 

After 

Procure- 

Redesign 

Redesign 

ment 

1.  2.75"  Rocket  Motor  Tube 

Number  of  components  reduced 

from  four  to  one. 

$5.08 

$3.73 

$760,522 

2.  Corrosion  Control,  J-79  Engine 

Titanium  coating  on  compressor 

blades  and  vanes  replaced  by 

cheaper  process. 

5,234 

2,633 

1,352,360 

3.  Bolt  for  Helicopter  Armor 

Standard  bolt  substituted  for 

special,  high  heat  resistant  type. 

34.00 

.40 

13,104 

ELIMINATING  GOLOPLATING 


2.75  ROCKET  MOTOR  TUBE 


MOTOR  TUBE 

$3.38 

HEAD  CLOSURE 

1.57 

LOCKWIRE 

.10 

0 RING 

.03 

TOTAL 

$5.08 

yVlOTOR  TUBE  '3.73 


NET  SAVINGS 

FY  1966  760,522 

(ON  585.572  UNITS  LESS  $30,000 
DEVELOPMENT  COSTS) 


CORROSION  C0NTR0U79  ENGINE 


BOLT,  ARMOR  INSTALLATION 

FUNCTION  USED  TO  SECURE  ARMOR  TO  CH  -47A  MEUC0PT6R 


Situatton 

CORROSION  OF  COMPRESSOR  BLADES  AND  VANES  CAUSED  ENGINE 
FAILURES.  CORRECTIVE  MEASURE  USING  TITANIUM  COATING  AS 
CORROSION  PREVENTATIVE,  EFFECTIVE  BUT  EXPENSIVE 


Action 

STUDY  OF  38  ALTERNATIVE  PROCESSES  INITIATED  TESTS  REVEALED  AN 
INEXPEHSIVE  PROCESS  USING  LOW  COST  MATERIAL  THAT  SATISFIED  ALL  REQUIREMENTS 


COST  COMPARISON 

520  J-79  ENGINES 

Titanium  Process  52,721, 6&0 
New  Process  I.5t9.320 


CORRODED  BLADE  COATED  BLADE 

n — /-r/p66  m/A/Gv  tl352,360 


Be: 


AFTEP 


SAVINGS  BASED  ON  REDUCED  COST  FOR  78 

HELICOPTER  INSTALLATIONS  (98-S  REDUCTION) 
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D.  Inventory  Item  Reduction 

Every  different  item  carried  in  our  inventory  requires  separate  management,  the 
cost  of  which  is  conservatively  estimated  at  $100  per  item  per  year.  With  the  con- 
tinuing introduction  of  new  weapons  and  equipment,  hundreds  of  thousands  of 
new  items  must  be  added  annually.  Without  a concerted  effort  to  keep  new  items 
to  a minimum  and  to  purge  existing  inventories  of  unneeded,  duplicative  or  inter- 
changeable items,  the  total  number  of  different  items  in  the  supply  system  would 
rise  indefinitely.  Fortunately,  we  have  been  able  to  reverse  this  trend  which  had 
seen  the  number  of  items  in  our  catalog  rise  from  3.3  million  in  FY  1958  to  about  4 
million  in  FY  1962.  Through  a vigorous  standardization  program,  the  development 
of  an  automated  Item  Entry  Control  System,  the  conscious  avoidance  of  parallel 
development  projects  by  different  Services  and  the  continuous  screening  of  the  supply 
inventory,  the  number  of  different  items  in  the  system  has  now  been  reduced  to 
about  3.8  million.  In  the  first  nine  months  of  FY  1966,  over  334,000  items  were 
eliminated  from  the  catalog. 


II.  BUYING 
AT  THE  LOWEST 
SOUND  PRICE 


One  of  the  outstanding,  and  I believe  lasting,  accomplishments  of  the  Cost  Reduc- 
tion Program  has  been  the  vast  improvement  in  our  procurement  operations,  as 
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reflected  in  the  increased  proportion  of  contracts  awarded  on  the  basis  of  price 
competition  and  in  the  drastic  shift  away  from  cost-plus-fixed-fee  to  fixed  price  or 
incentive  type  contracts.  Savings  achieved  are  estimated  at  $1.3  billion  in  FY  1966. 


A.  Shifting  from  Non-Competitive  to  Competitive  Procurement 

As  shown  on  the  following  chart,  46.4%  of  our  prime  contracts  were  awarded  on 
the  basis  of  price  competition  through  the  first  ten  months  of  FY  1966,  compared 
with  43.4%  for  all  of  FY  1965. 


CONTRACTS  AWARDED  ON  BASIS  OF  COMPETITION  AS  A PERCENT 
OF  TOTAL  DOLLAR  VALUE  OF  CONTRACT  AWARDS 


This  is  a remarkable  accomplishment  in  view  of  the  fact  that  many  of  the  urgent 
Vietnam  requirements  could,  as  a practical  matter,  be  m.et  only  by  adding  to  the 
contracts  of  suppliers  already  in  production.  In  such  cases,  even  if  the  original 
contract  was  awarded  through  price  competition,  the  follow-on  procurement  could 
not  qualify  as  competitive.  Even  if  the  results  for  May  and  June  slip  below  the  ten 
month  average,  I believe  FY  1966  will  still  exceed  or  at  least  equal  FY  1965.  Ex- 
perience has  shown  that,  on  the  average,  at  least  25  cents  is  saved  on  each  dollar 
shifted  from  non-competitive  to  competitive  procurement.  This  means  an  esti- 
mated $605  million  savings  in  FY  1966.  Some  of  the  interesting  recent  examples 
of  action  in  this  area  follow : 


Item 

Non-Competitive 
Unit  Price 

Competitive  Percent 
Unit  Price  Reduction  Savings 

•Wing  Tank  Release,  F-I04 

$ 66.92 

$ 9.48 

86 

$ 285,591 

•Bomb  Tail  Fuze,  M905 

14.82 

11.91 

20 

168,780 

•Attitude  Indicator 

1,425.00 

987.00 

31 

206,736 

• Extendible  Earth  Anchor 

75.43 

47.50 

37 

231,800 

•ASROC  Launcher 

331,243.00 

215,694.00 

35 

4,853,058 

-RELEASE- 
MECHANISM 

Von  ■ Cnmpetit/pe 

Uru^  /’n'ce  f6S.9? 

Competitipn  Umf  Pn'eo_  ff.4S 


SAVING  PevUmr^SMi 


Aificem 

PPtCE  R£C>UCEO  &6X 


SIGNAL  KIT 


PRICE  REDUCED  < 


(MEtOCNCv 

S)CN*tUNC 

OEviCC 


F0»  V ■ 

DOWNED  ( 

Ai«C8AfT  ' 

Von  - Competitiiv 
UmTMco 
ComprtHu’e  Vmif  /Won 


2.09 


SAVING  P£KUmUM 


^2?.5,S92 

l4-,07i  UNITS) 


SAVINGS  ON  TOTAL  BUT ' 


^ 97.422 

(69,587  units) 


FUZE  FOR  AERIAL  BOMB 


• Sot/ree Phrix  $ 14.82 

09^(MNiSAMtsrM&/rfoeomijom4^  costs i 


Co'T^xO/i'ix 

(2  eiPOOCKS) 


^finc€i7/’^e  ^hai^e//an  2.0% 


SflvflfGS  |l6a?80 

158,000  ITEAAS) 


REMOTE  ATTITUDE  INDICATOR 


FUNCTION  : INFORMS  PILOT  OF  AIRCRAFT  PITCH  ANU  ROLL 


y INOICATO0 

^0 

QUANTITY  200 
NON'COMPCTirive  Mice 
COMPETITIVE  MICE 
UNIT  PRICE  SAVmOS 

36%REDUCTI0N 

• FT  1966  SAVINGS  « 150.000 


5*  INO'CATOP 


QUANTITY  4/J 
NON-COMPETITIVC  PRICE  '42S 
COMPETITIVE  PRICE  407 

UNIT  PRICE  SWINGS  4S6 

31%  REDUCTION 
• FT  1966  SAVINGS  >206.756 


SAVINGS  ON  722  UNITS  $336,736 
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B.  Shifting  from  Cost-Plus-Fixed-Fee  (CPFF)  to  Fixed-Price  Contracts 

The  first  ten  months  of  FY  1966  show  a continuing  decline  in  the  proportion  of 
CPFF  type  contracts  awarded,  reaching  a rate  of  8.9%  compared  with  the  peak  of 
38%  recorded  in  March  1961. 


COST  PLUS  FIXED  FEE  CONTRAQS 
AS  A PERCENT  OF  TOTAL  CONTRAQ  AWARDS 


CPFF  contracts,  while  being  the  easiest  to  award,  are  the  most  difficult  to  ad- 
minister, and  more  important,  provide  little  or  no  incentive  for  the  contractor  to 
hold  costs  down  or  meet  performance  and  delivery  specifications.  Because  they  do 
permit  work  to  get  under  way  rapidly  and  are  particularly  suited  to  highly  uncertain 
situations,  we  have  had  to  use  CPFF  contracts  in  the  case  of  a number  of  Vietnam- 
related  projects,  for  example,  the  construction  of  U.S.  military  facilities  in  that 
country.  Despite  these  unusual  requirements,  we  were  able  to  show  further  progress 
in  FY  1966.  Since  on  the  average  at  least  ten  cents  is  saved  on  each  dollar  shifted 
from  CPFF  to  some  other  form  of  contract,  this  means  an  estimated  saving  of  $684 
million.  Again,  the  actual  results  of  the  last  two  months  may  increase  the  CPFF 
rate  somewhat,  but  we  should  still  be  able  to  better  the  goal  set  for  the  year. 

As  the  proportion  of  CPFF  contracts  has  declined,  that  of  firm,  fixed-price  con- 
tracts has  risen,  and  by  virtually  the  same  amount.  This  is  especially  gratifying 
inasmuch  as  under  most  conditions,  the  firm,  fixed-price  contract  is  preferable,  with 
the  contractor  assuming  full  cost  responsibility  and  guaranteeing  performance  and 
timely  delivery. 

C.  Multi-year  Procurement 

Multi-year  competitive  contracts  enable  bidders  to  offer  the  Government  lower 
prices  since  the  larger  quantities  and  longer  production  runs  usually  result  in  lower 
unit  costs,  as  shown  on  the  following  table : 
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FY  1964 

FY  1965 

FY  1966 

• Number  of  Actions 

42 

129 

193 

• Value  of  Actions 

$230  mil. 

$854  mil. 

$850  mil. 

• Savings 

$ 7 mil. 

$ 69  mil. 

$ 80  mil. 

• Rate  of  Savings 

3.2% 

8.1  % 

9.4% 

Here  are  some  recent  examples  of  such  contracts : 


Unit  Price 

Savings 

Percent 

On  Recent 

Single  year 

Multi-year 

Reduction 

Procurement 

1.  Cargo  Carrier  M548 

$21,414 

$16,187 

24 

$4,474,312 

2.  20  HP  Standard  Engines 

615 

557 

6 

425,000 

3.  Rocket  Motor,  Inert 

Parts 

395 

299 

24 

174,000 

4.  Fuel  Tank  Assembly 

950 

780 

18 

1,744,540 

5.  Radio  Receiver 

1,970 

1,874 

5 

112,128 

IViaLTI  YEAR  PROCUREMENT 


FUEL  - TANK  ASSEMBLY 


FY  1966 


COMPETITIVE 

/or  - UNIT  PRICE 

^ ( 13,632  UNITS) 

■(ADJUSTED  DOWNWARD  FOR  QUANTITY  DIFFERENTIAL  ) 


• ^ 7F( 

(28,400  UNITS) 


SAF/  F.  A 6A  I7u 


ANNUAL 

SAVINGS 


FY  1968  (est) 


^1,744,540 


FY  1967  (est) 

^2,287,860 


^795,600 


MUin  YtAR  PROCUREMLNr 


RADIO  RECEIVER 

FUNcrm  ppomes  p/Lors mm  pos/t/oa/,  co(/psp,a/\/p  lanp/a/g  wfOPMAim. 


AN/ARN  82 


• SINGLE  YEAR 

UNIT  PRICE  1>  1970 

• MULTI-YEAR 

UNIT  PRICE  1,S7 ; 

• SAVINGS 

PER  UNIT  > 96 


FY  56  SAVINGS 

(llt>d  UNITS)  $ 


112.128 


III.  REDUCING  OPERATING  COSTS 


The  third  category  of  cost  reductions  comprises  those  programs  designed  to  increase 
che  efficiency  of  our  far  flung  supply,  maintenance,  communications,  transportation 
and  other  logistic  support  activities.  Savings  here  in  FY  1966  are  estimated  at  $1.6 
billion. 

A.  Terminating  Unnecessary  Operations 

During  the  past  year  we  have  continued  our  effort  to  identify  and  terminate  unnec- 
essary operations.  Since  this  time  a year  ago,  another  159  activities  have  been 
selected  for  closure,  reduction  in  scope  or  consolidation — with  an  ultimate  saving  of 
$410  million  each  year.  The  present  status  of  the  program  (on  a “when  completed” 
basis)  is  shown  below: 


Total  Through 
30  June  1965 

Total  Through 
30  June  1966 

Increase 

• Number  of  Actions 

703 

862 

159 

• Acres  Released 

• Industrial  Plants  with 

Commercial  Potential 
Made  Available  for 

1,  631,  000 

1,  740,  000 

109,  000 

Sale 

64 

66 

2 

• Job  Positions  Eliminated 

147,  801 

200,  001 

52,  000 

• Recurring  Annual  Savings 

$1,  034  mil. 

$1,  444  mil. 

$410  mil. 
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The  land  and  facilities  made  available  by  this  “base  closure”  program  usually 
find  other  productive  uses  quickly.  The  table  below  summarizes  the  disposition 
of  military  property  released  since  1961: 


Number  of  Locations  Thru: 

New  Use 

June  30,  1965 

June  30,  1966 

Increase 

Civic  Airports 

23 

28 

5 

Schools  and  Universities 

98 

157 

59 

Parks,  Recreation,  Community 

Development 

78 

90 

12 

Private  Industry  for  Production 

37 

56 

19 

Individuals  & Small  Companies 

171 

306 

135 

Federally  Owned  Reserve  Lands 

6 

6 

0 

Other  Federal  Agencies 

57 

79 

22 

Total  Acres  Involved 

789,821 

862,788 

72,967 

Our  own  Office  of  Economic  Adjustment  has  helped  plan  many  of  these  successful 
conversions,  collaborating  with  local  officials  in  some  59  instances.  In  this  connec- 
tion, an  important  facet  of  our  base  closure  program  is  the  early  identification  and 
announcement  of  those  installations  affected  so  as  to  give  all  concerned — the  employ- 
ees, the  communities  and  state  and  federal  agencies — the  maximum  amount  of  time 
to  plan  for  the  adjustment  process. 

For  our  own  employees  affected  by  closings,  we  have  established  a broad  program 
of  assistance  which  includes  the  guarantee  of  a new  job  opportunity,  a centralized 
job  referral  activity  to  match  displaced  employees  with  job  vacancies,  a preference 
system  for  the  placement  of  such  employees,  retraining,  severance  pay,  income  pro- 
tection and  Government  payment  of  moving  costs  to  a new  Defense  job.  The  follow- 
ing table  shows  what  has  happened  to  civilian  career  employees  displaced  by  the  base 
closure  program  between  J anuary  1 964  and  April  30,  1 966 : 


Employees 

Number 

Percent 

Accepted  offer  of  another  DoD  job 

66,264 

69.7 

Placed  in  another  Federal  job 

3,887 

4.1 

Placed  in  a non-Federal  job 

2,314 

2.4 

Declined  job  offer,  transfer  or  placement  assistance 

5,290 

5.6 

Retired  or  resigned 

13,481 

14.2 

Other  (death,  mil.  service,  etc.) 

3,827 

4.0 

Total  employees  affected 

95,063 

100.0 

Separated  without  job  opportunity 

None 

None 
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B.  Consolidation  and  Standardization  of  Operations 

The  more  extensive  use  of  air  transportation,  improved  communications  and  auto- 
matic data  processing  techniques  has  made  possible  an  increasing  degree  of  consolida- 
tion and  standardization  in  our  logistics  operations.  The  result  is  more  economical 
and  efficient  support  of  our  military  forces. 


CONSOLIDATED  CONTRACT  APMIMISTRATION  SERVICES 

ro  ACH/£V£  /A/C£>£>!Sf£>  £fnc/£A/(Ty  £ //\/C££AS£l>  ££££££/ l££/V£SS  /A/ 
me  APMmsr^Am/V  0£  £>£££A/S£  A’jeOCUA’mS/AZ  Cr?A'r£A£rS 


BoJilc  0^edn:>e6: 

1 STANDARDIZE  PROCEDURES  X FORMS  @ MINIMIZE  DUPLICATION 

2 IMPROVE  MANAGEMENT  OF  CONTRACTS  ® DECREASE  OPERATING  COSTS 


SRVIDGS 

PERSONNEL  $ MILLION 

REALIZED  TO  DATE  1,176  $ 5.663 

PROJECTED  THRU  FY  1969  2,123  ^ 19.048 


The  performance  of  the  Defense  Supply  Agency  (DSA)  during  FY  1966  in  coping 
with  the  increased  demands  of  the  Vietnam  conflict  adds  impressive  evidence  to  the 
wisdom  of  this  largest  and  most  important  functional  consolidation  in  the  past  five 
years.  During  the  first  nine  months  of  FY  1966,  DSA’s  supply  centers  processed  30 
percent  more  requisitions,  handled  55  percent  more  tons  of  supplies,  and  procured 
more  than  double  the  dollar  volume  of  supplies  than  in  the  comparable  period  a year 
before — and,  with  an  improvement  in  productivity  per  manhour  expended  of  over 
20  percent. 

C.  Increasing  Efficiency  of  Other  Support  Operations 

1.  Communication  Systems  Costs. — Savings  in  this  area  in  FY  1966  are  estimated  at 
$151  million  and  stem  principally  from  the  consolidation  and  integration  of  leased 
long  line  communications  by  the  Defense  Communications  Agency. 

2.  Transportation  and  Traffic  Management. — Savings  in  FY  1966  are  estimated  at 
$78  million  and  result  from  such  actions  as:  minimizing  the  use  of  premium  air  travel; 
improving  routings  of  high  cost,  air  delivered  shipments;  obtaining  more  favorable 
rates  for  commercial  airlift  and  shipment  of  household  goods;  and  reducing  transpor- 
tation costs  of  overseas  mail. 
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REDUCED  USE  OF  PREMIUM  AIR  TRAVEL 


Before 


LW£S  ANP  C/Aia/Z/S  l£AS£D 
SfrAMmY  ro  /A/p/y/nt/AL 
a/sro4A£A^s. 


After 


pea(//p£AAf\Ts  (\Ws<P//PAr£a  a/yp 
/A/rS0'A*Ar£O  LWfS  ££AS£P  AS 
GAV///IS'  ro  A S//VC££ 


a/sroAf£A\ 


T 


G> 


JFY  1966  SAVINGS 


^93.4  MILLION 


,4/p  rpAtyp/  POP  PPPPOA//VP/ 


mSSENQSPS'  CAN  rPAVSl  COACH 
AOP  THS  SAMS  PP/CS  AS  • PtSSS/VGSPS 
rPAb'SS  S/PST  Cl  ASS  ' 


FV!%6  1 16.136.000 


MONITORING  OFFICIAL  OVERSEAS 
MAIL  SHIPMENTS 


s/ri/Ar/o/v 

OFFICIAL  OVERSEAS  MAIL  IS 
SHIPPED  BY  THREE  MODES 


M09£ 


AIRMAIL 

MILlTARr  OFFICIAL  MAIL 
(USUALLY  BY  AIR) 
SEALIFT 


AV£R ASS  COST 
PSP  pcmo 
I I 02 
63 

07 


ORIGINATORS  TEND  TO  SPECIFY  AIRMAIL. TO  ASSURE 
MEETING  REQUIRED  DELIVERY  OATES. 

ESTIMATED  DOD  COST  OF  OVERSEAS  MAIL,  FY  1966  : ^ 67mILLI0N- 


Acr/o/  MONITOR  M/SS/ON  A$S£GN£P  TO  MfUrARY  MAIL  r£RM/NAlS  AT  PORTS 

Of  £MBARmiON,ReS(/lTm  FROM  EMPLOYBES  $(/GG£ST/0N 


ORIGINATOR  SPECIFIES  MODE  AND 
REQUIRED  DELIVERY  DATE  (RDD) 

AT  TSPM/HAL . MA/L  /S  MSH/TOPSP.  /P  TSPMS 
CP  AVA/LABIS  HCi/P-rO-HOVP  A/P  Pl/GHTS 
AA/C  SH/P  SA/UNSS 


FY  '66  SAV/A/OS\A(t^^y  ^1379,677 


1 AIR  FORCE 


«!S«M2,I22,58I 


3.  Maintenance  Management. — FY  1966  savings  are  estimated  at  $178  million  and 
were  obtained  from  a wide  variety  of  actions,  for  example,  lengthening  the  time 
between  overhaul  through  better  inspections  and  scheduling,  by  seeking  out  op- 
portunities to  rebuild  existing  equipment  in  lieu  of  new  procurement,  etc. 


RECOATING  ANNULAR  RINGS 

(RING  IS  A COMPONENT  OF  DATA  PROCESSING  DISPLAY  SYSTEM  WHICH  TRACKS 
AIRCRAFT-PROJECTS  TRACK  ON  A SCREEN) 

• STYLUS  SOUSES  KING,  REMOVES  COATING  . SCRATCHES  UNDERLYING  GLASS 
•PATENT  RIGHTS  PRECLUDED  DUPLICATING  ORIGINAL  COATING 

• STUDY  disclosed:  1.  BUFFING  PROCESS  FOR  REMOVING  SCRATCHES 


3rd  Otr.  FY  1966  SAVINGS  517,767 

(AFTER  AM0RTIZIN(3  COST  OF  PROCESSING  EQUIPMENT) 

ssm/uc  HC&mMS  A////m  m/m-  ^235.847 


NOZZLE  AND  SHROUD  ASSEMBLY 

FOR  PNEUMATIC  ©AS  TURBINE  ENGINE  WHICH  PROVIDES 
AUXILIARY  POWER  AMD  AIR  CONDITIONING  FOR  AIRCRAFT 
ON  THE  ©ROUND 


be:  F=-ORE 

mPN  /fmM6l/£S 
P^PLACFD  WITH 
A/£:W  ASSBAASl/SP 

REPLACEMENT  ® 720  00 


42  UNITS 

^67S.OO 

' PER  UNIT 


I 

r SO£\/£l0P£O  COALMIRCML 
‘ FBWOPR  Of 

,J  ivoA/v  AmMauai 

r • 

- -5J  REFURBISH  ^42  00 


FY  IR6»  SAVINGS  ^28,476 
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4.  Other. — Additional  savings  estimated  at  $134  million  were  realized  in  such  fields 
as  family  housing  and  other  real  property  management,  the  use  of  contract  technicians, 
commercial  type  vehicle  management,  etc. 


HIGHER  OCCUPANCY  RATE 

REDUCES  RENTAL  ALLOWANCE  PAYMENTS 


★ QUARTERS  ALLOWANCE  IS  PAID  TO  AUTHORIZED  MILITARY  PERSONNEL 
WHEN  FAMILY  HOUSING  IS  NOT  AVAILABLE 

★ AVAILABILITY  OF  HOUSING  ACCELERATED  BY! 

• CLOSER  CONTROL  OVER  MOVE  OUT  MOVE  IN  SCHEDULES 

• FASTER  RENOVATION  OF  VACATED  QUARTERS 

★ RENTAL  ALLOWANCE  PAYMENTS  REDUCED 


FY  1966  SAVINGS  (one  air  force  base  > $ 30,  734 
TOTAL  DOD-WIDE  SAVINGS  FY  1966  ^5,282,000 


LOWER  ELECTRICITY  RATE 

CONSOLIDATION  REDUCES  COST 


FY  1966  SAVINGS  « 101.423 

137.3  MILUON  KW  HRS) 
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SUMMARY 


With  a record  of  five  years  of  achievement  behind  us,  there  should  be  no  question  as 
to  the  value  of  the  Defense  Department’s  Cost  Reduction  Program.  Not  only  has  it 
produced  very  substantial  savings  but  also  it  has  significantly  improved  the  overall 
efficiency  of  our  logistics  system,  as  evidenced  by  its  ability  to  support  promptly  the 
sudden  increase  in  workload  imposed  by  the  conflict  in  Vietnam.  Six  weeks  ago 
Senator  Douglas,  speaking  as  Chairman  of  the  Subcommittee  on  Federal  Procurement 
and  Regulation  summed  up  the  Committee’s  annual  review  of  our  Cost  Reduction 
Program  with  the  following  comment ; 

“.  . . cost  reductions  of  several  billions  of  dollars  annually  have  been  achieved 
by  adopting,  among  others,  many  of  the  suggestions  of  this  subcommittee.  In 
the  process,  . . . toes  have  been  trod  upon,  oxen  gored,  and  hostility  encoun- 
tered which  is  inevitable. 

Errors  may  have  been  committed  and  certainly  much  remains  to  be  done  in 
carving  more  fat  and  waste  . . . but  I urge  everyone  to  view  our  suggestions 
and  recommendations  against  the  background  of  the  scope  of  the  job  and  the 
unprecedented  accomplishments.  We  must  not  undermine  . . . the  greatly 
improved  structure  . . . nor  . . . relax  our  efforts  toward  further  progress”. 

It  is  my  intention  to  ensure  that  there  is  no  relaxation  of  effort  and  that  further 
progress  is  achieved  in  the  year  ahead. 
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REMARKS  OF  THE  PRESIDENT  AT  THE  COST  REDUCTION 
AWARDS  CEREMONY,  THE  PENTAGON,  JULY  12,  1966 


Secretary  Vance,  Service  Secretaries,  Members  of  the  Joint  Chiefs,  and 
ladies  and  gentlemen  of  the  Department  of  Defense: 

I am  delighted  to  accept  once  again  your  invitation  to  come  across  the 
river  for  this  ceremony.  And  once  again,  as  your  President,  I am  both  im- 
pressed and  proud  of  what  you  have  accomplished  in  the  Cost  Reduction 
Program. 

In  government,  as  elsewhere,  it  is  easier  to  spend  money  than  to  save  it. 

But  it  is  even  harder  to  spend  less — and  get  more  results. 

That  is  exactly  what  you  have  accomplished  here  in  the  Department  of 
Defense.  And  in  doing  so,  you  have  been  in  the  front  lines  of  a battle  which 
I began  at  the  very  start  of  this  Administration. 

I pledged  that  I would  wage  a relentless  war  on  waste  and  inefficiency 
throughout  the  entire  Federal  government.  I made  that  pledge  because  I have 
never  believed  that  government  is,  by  nature,  inefficient.  I believe  that  the 
kind  of  democratic,  federal  system  we  have  in  this  country  should  be — and  can 
be — the  most  efficient  of  all. 

What  makes  any  government  efficient  is  the  assumption  of  personal  re- 
sponsibility by  the  people  who  serve  in  it.  People  accept  that  responsibility 
when  they  have  both  freedom  and  incentive  to  do  so.  And  it  is  precisely  in 
our  form  of  government  that  they  have  maximum  freedom  and  maximum 
incentive. 

The  people  of  America  are  citizens  of  the  greatest  democratic  republic  in 
history.  They  are  entitled  to  the  best,  most  efficient  government  we  know 
how  to  give  them: 

— A Government  that  is  flexible  and  imaginative  and  restlessly  discontent 
with  its  own  deficiencies. 

— A Government  which  insists  on  believing  that  a better  way  can  be 
found  to  do  almost  anything. 

— A Government  that  respects  tradition;  but  is  not  afraid  to  question  it. 

— A Government  that  provides  incentive,  promotes  initiative,  and  welcomes 
innovation. 

That  is  the  kind  of  creative  Government  our  people  demand — and  we 
mean  to  have  that  kind  of  Government  in  this  Administration. 

Nowhere  is  more  progress  towards  that  goal  being  made  than  here  in  the 
Department  of  Defense. 

The  record  you  have  achieved  in  your  part  of  the  Government’s  Cost  Re- 
duction Program  is  without  equal. 

Secretary  McNamara  has  reported  to  me  that,  through  your  determined 
efficiency,  savings  of  $4.5  billion  were  actually  realized  during  FY  1966. 

This  is  not  only  $400  million  more  than  had  been  expected  but  it  occurred 
at  the  very  time  we  were  building  up  a military  force  of  some  350,000  men  in 
Southeast  Asia — 10,000  miles  away — and  providing  them  with  all  the  massive 
support  and  material  that  they  have  required. 

And  you  have  achieved  this  magnificent  record  despite  the  fact — Secretary 
McNamara  informs  me — that  some  40  percent  of  the  cost-savings  originally 
claimed  every  year  are  rejected,  for  one  reason  or  another,  and  not  included 
in  your  final  figures.  So  we  are  being  conservative  when  we  say  that  this 
new,  streamlined  Defense  Department  has  saved  the  taxpayers  some  $11  billion 
since  I became  President  and  $14  billion  over  the  last  five  years.  That  should 
be  a source  of  great  pride  to  every  man  and  woman,  in  or  out  of  uniform,  who 
has  worked  to  make  it  possible. 
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But  even  that  is  not  the  full  measure  of  your  achievement.  Most  signifi- 
cant of  all  is  that,  with  your  help,  we  are  accomplishing  our  great  task  in 
Southeast  Asia  without  imposing  wartime  controls  on  our  economy’s  wages, 
prices  and  nonmilitary  production. 

We  have  done  it  without  calling  up  the  Reserve  Forces  (and  to  put  a smaller 
force  in  combat  during  the  first  year  of  the  Korean  War,  it  was  necessary  to 
mobilize  600,000  men  from  the  Reserves). 

And  we  have  done  it  without  imposing  wartime  tax  burdens. 

At  the  same  time,  we  have  held  Defense  expenditures  in  FY  1966  (as  a 
percentage  of  the  Gross  National  Product)  at  a lower  level  than  during  four 
out  of  the  past  five  years. 

Now — ladies  and  gentlemen — that  is  an  achievement  of  superb  proportions. 
Without  each  of  your  individual  performances,  it  simply  could  not  have  been 
done. 

It  is  often  hard  for  us  as  individuals — grappling  with  our  own  personal 
family  finances  to  realize  just  how  significant  a sum  of  money  these  $4.5  bil- 
lion of  Cost  Reduction  savings  actually  are.  Let  me  give  you  some 
comparisons: 

— There  are  95  countries  in  the  world  today,  whose  individual  Gross  Na- 
tional Product  is  less  than  $4.5  billion! 

— There  are  22  countries,  on  one  continent  alone,  whose  combined  Gross 

National  Products,  are  less  than  $4.5  billion! 

Yet  that  sum  is  the  amount  of  money  that  your  operating  efficiencies 
actually  saved  this  peist  year. 

I have  pledged— as  your  Commander-in-Chief — that  there  is  not  a single  dol- 
lar, and  not  a single  item  of  equipment,  which  our  fighting  forces  require  that 
they  will  not  receive. 

We  are  not  gambling  with  the  security  of  this  nation  in  our  Cost  Reduc- 
tion Program.  We  are  strengthening  it. 

And  I am  determined,  as  your  President,  to  bring  the  administrative  prac- 
tices of  the  entire  Federal  Government  to  the  same  hard,  lean,  and  alert 
effectiveness  that  we  exp>ect  and  have  received  from  our  Armed  Forces. 

As  you  know,  I instructed  all  my  cabinet  officers  to  pursue  a battle  against 
inefficiency.  I have  asked  them  all — and  I have  asked  every  individual  man 
and  woman  in  the  Federal  establishment — to  help  me  in  this  fight  for  better 
management. 

No  one  has  responded  to  that  request  with  more  zeal  and  more  effectiveness 
than  your  Secretary,  Robert  McNamara,  and  his  able  Deputy,  Cyrus  Vance. 
They  have  not  only  responded — they  helped  set  new  standards  of  effectiveness 
and  efficiency  for  the  rest  of  us  to  imitate.  Never  in  the  history  of  this  country 
— or  any  country — has  national  defense  been  in  more  competent,  more  dedi- 
cated hands.  I am  proud  to  have  such  men  in  my  Administration.  I am 
proud  of  General  Wheeler  and  his  colleagues  on  the  Joint  Chiefs  of  Staff,  the 
Service  Chiefs  and  all  those  who  work  to  save  the  Nation’s  dollars.  And  I 
know  that  you  are  proud  to  serve  in  this  great  and  critical  Department  which 
they  administer  so  well. 

All  of  you — the  Joint  Chiefs,  Bob  McNamara  and  Gy  Vance,  and  the  in- 
dividuals we  honor  here  today — represent  a new  spirit  of  creative  management. 

You  are  men  and  women — not  merely  who  have  saved  your  nation  cer- 
tain costs — but  men  and  women  who  have  made  it  your  personal  responsibility 
to  contribute  to  better  management  of  this  Nation’s  total  resources. 

That  is  what  Cost  Reduction  really  means. 

It  is  not  merely  saving  money. 

It  is,  rather,  creating  more  resources — resources  which  can  be  used  to  build 
a better,  a more  decent,  a more  developed,  and  a more  just  and  rational  world. 

Thank  you  all  very  much. 
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